
STOP 



Early Journal Content on JSTOR, Free to Anyone in the World 

This article is one of nearly 500,000 scholarly works digitized and made freely available to everyone in 
the world by JSTOR. 

Known as the Early Journal Content, this set of works include research articles, news, letters, and other 
writings published in more than 200 of the oldest leading academic journals. The works date from the 
mid-seventeenth to the early twentieth centuries. 

We encourage people to read and share the Early Journal Content openly and to tell others that this 
resource exists. People may post this content online or redistribute in any way for non-commercial 
purposes. 

Read more about Early Journal Content at http://about.jstor.org/participate-jstor/individuals/early- 
journal-content . 



JSTOR is a digital library of academic journals, books, and primary source objects. JSTOR helps people 
discover, use, and build upon a wide range of content through a powerful research and teaching 
platform, and preserves this content for future generations. JSTOR is part of ITHAKA, a not-for-profit 
organization that also includes Ithaka S+R and Portico. For more information about JSTOR, please 
contact support@jstor.org. 



RAILROAD BUSINESS UNDER THE INTER- 
STATE COMMERCE ACT. 

National railroad control has developed with startling 
rapidity. Two years ago, it was a question in what form 
the Interstate Commerce Law would pass. One year ago, 
people were still asking what it meant. To-day, we may 
treat it as an accomplished fact, and enquire, What are its 
actual effects on business ? It is, of course, too early to 
expect a definite answer to this last question ; but it is 
not too early to attempt a provisional one. 

The primary intent of the law was to abolish the system 
of special bargains in dealings between railroads and ship- 
pers, and to substitute in its place a system of tariff rates. 
For a time, it was thought that this had been successfully 
accomplished. Even now the failure is by no means so 
complete as some people think. In most parts of the 
country, the provisions against personal discrimination are 
tolerably well obeyed. When matters are at their worst, 
there is evasion rather than direct violation. The most 
important instances are often unknown to any but the 
local agents, and not explicitly countenanced by their 
superiors. Of open defiance of the provisions against per- 
sonal discrimination there is surprisingly little.* 

The attempt to check local discrimination has also been 
more successful than was generally anticipated. Compar- 
atively few of the railroad tariffs now conflict with the 
" short-haul " principle, and charge more for a part of a 
route than for the whole. The effort to evade this portion 
of the law is chiefly seen in the adoption of forms of clas- 

* Existing violations are often quite as much the fault of the shippers as of 
the railroads. The Commission has more than once recommended that ship 
pers be held responsible for such wilful violation by false description of 
goods. In re Underbilhng, 1 Interstate Commerce, 633 ; Second Annual Eeport, 
p. 69. 
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sification which favor through traffic rather than local. 
Through traffic is mostly carried in full carloads; local 
traffic, in parcels. It is obvious that a tariff of rates which 
charges carloads at relatively low figures and parcels at 
relatively high ones will continue some of the old discrimi- 
nation in favor of trade centres. In form at least, such 
a discrimination does not violate the letter of the law. 
Whether it is admissible or not under present circum- 
stances is a matter for the Commission to decide. Of all 
the questions of practice involved in the construction of 
the act, this is perhaps the most important, and is cer- 
tainly the most difficult. It may be some months before 
anything like a general solution is attempted. 

The reaction against disproportionately high local 
charges and the movement towards conformity with the 
short-haul principle had already begun some time before 
the passage of the act ; and it had in many districts gone 
so far that it was easy to do what was left in order to 
meet the requirements of the law. In the South and on 
the Transcontinental lines, the process was slower. The 
Louisville & Nashville decision left it open to railroads 
to delay the readjustment of their tariffs in cases of uncon- 
trolled competition. Through shipments by Southern 
lines were more or less directly subject to such competi- 
tion from water routes, while the Transcontinental lines 
were able to plead a similar dependence on the action of 
the Canadian Pacific. In the year 1887, little was accom- 
plished in applying the short-haul principle in either of 
the districts named. In 1888 there has been much more 
progress in this respect, especially on the Transconti- 
nental lines; nor can the accomplishment of the same 
result in the South be long delayed. 

It was much easier for the strong roads to obey the 
short-haul clause than for the weak ones. There were sev- 
eral reasons for this. In the first place, the strong roads 
had, for the most part, pursued a far-sighted policy in de- 
veloping their local traffic. They had of their own free 
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will made reductions which brought their tariffs into sub- 
stantial conformity with the provisions of the act. On 
the other hand, the weak roads had been subject to a 
double difficulty. To secure any through traffic, they 
had been forced to make their through rates as low as 
those of their stronger competitors, and sometimes even 
lower, when the shipper required special inducements to 
send his goods by the less known or less responsible route. 
Meantime, the high operating expenses of these roads had 
made their local traffic more costly to handle. The diffi- 
culty felt by their managers in making both ends meet 
rendered it impossible to reduce such local rates, and thus 
sacrifice present revenue for the sake of future gain in the 
growth of the district. When the Interstate Commerce 
Law went into effect, these roads found themselves some- 
what suddenly forced to equalize charges which had hith- 
erto been arranged on quite different principles.* They 
could not raise their through rates to any great extent, 
without abandoning all effort to share in the competitive 
traffic. They were thus forced to make considerable re- 
ductions in their whole scale of local rates. 

If we examine the reports of the various trunk-lines, 
we shall find abundant indications of these effects. The 
strong roads, as a rule, show little change in their general 
schedule of charges, and an increase in the volume of 
through traffic even more conspicuous than that in local 
business. On the other hand, the weaker roads show de- 
cided reductions in average local rates, combined with 
conspicuous gains in volume of local business and rela- 
tive, if not absolute, loss of through business. The Chesa- 
peake & Ohio, for instance, showed a direct shrinkage of 

* " It is quite clear that the more powerful corporations of the country, 
controlling the largest traffic and operating on the chief lines of trade through 
the most thickly settled districts, can conform to the statutory rule with much 
more ease and much less apparent danger of loss of income than can the 
weaker lines, whose business is comparatively light, and perhaps admits of no 
dividends, and the pressure of whose fixed charges imposes a constant struggle 
to avoid bankruptcy." First Annual Report of the Interstate Commerce 
Commission, p. 17. 
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7£ per cent, in gross earnings from through freight, an 
increase in local freight earnings which more than coun- 
terbalanced it; and yet, in spite of this, the average 
freight receipts per ton-mile fell from 0.541 cents in 1886 
to 0.536 cents in 1887.* 

In almost all these cases there was a decided gain in 
gross earnings. As these gains were reported from week 
to week in the summer months of 1887, they produced an 
impression of great apparent prosperity, and stimulated 
the mania for new railroad construction. The managers 
desired to build new lines because they believed that there 
was traffic enough to keep them fully occupied. The in- 
vestors were ready to furnish the money because the fig- 
ures of traffic seemed to indicate that there was chance for 
a profitable investment. No less than 12,688 miles f were 
built in the year 1887 alone. 

But matters were really not in so good a state as was 
supposed. Figures of net earnings did not show the sub- 
stantial gain which was expected. Even where gross re- 
ceipts had increased decidedly, the change in net earnings 
was smaller. Where gross receipts had remained station- 
ary, net earnings showed a positive falling off. The gen- 
eral result for the year 1887, as given in Poor's Manual 
for 1888, is as follows : — 

Change 
1886. 1887. per cent. 

Gross earnings $829,940,836.00 »940,150,702.00 +13 

" " per mile 6,570.00 6,861.00 + *i 

per train-mile . . . 1.443 1.445 



Net earnings 300,603,564.00 334,989,119.00 4-11 

" per mile 2,376.00 2,444.00 + 3J 

" " per train-mile . . 0.622 0.614 — 1} 



* " On both classes of roads there was a tendency toward lower local rates 
and higher through rates ; but on the weak roads the former result was most 
obvious, and on the stronger roads the latter. In comparing the annual re- 
ports for 1887 with those for 1886, we find on the weak roads lower average ton- 
mile rates, large gains on the local traffic and actual reduction in through freight 
earnings ; while on the strong roads we find, on ohe whole, higher ton-mile 
rates and considerable gains on through freight. So marked is this tendency 
in some cases, that the Lake Shore, for instance, shows at once a higher average 
ton-mile rate and longer average haul." Railroad Gazette, June 8, 1888. 

t Second Annual Report of Interstate Commerce Commission, p. 1. Poor's 
Manual places the figure somewhat higher. 
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This by no means shows the full effect of the change ; for 
many of these figures cover months previous to the time 
when the law went into operation, and none of them are 
late enough to reflect the full result of the railroad expan- 
sion of 1887. It should also be remembered that the year 
1885-86, with which these figures are compared, was not 
a particularly successful one in railroad business. It is a 
most significant fact that under these circumstances an 
increase of 4i per cent, in gross earnings per mile was 
accompanied by a positive loss of li per cent, in net earn- 
ings per train-mile. 

The failure to increase net earnings shows that the 
conditions of operation in 1887 and 1888 were in some 
respects less favorable than in the previous years ; or, to 
put it more accurately, that operating expenses increased 
relatively faster than gross earnings. In some cases, this 
increase of operating expenses was apparent rather than 
real. In analyzing the reports of the Pennsylvania Com- 
pany or the New York Central, we find that the apparent 
increase of expenses in 1887 was due to unusual payments 
for repairs, which were somewhat arbitrarily charged upon 
the traffic of that year. But in most cases we find an 
increase in the amounts paid for transportation charges. 
To some extent, this is due to the larger proportionate 
amount of local traffic under the operation of the Inter- 
state Commerce Act. More commonly, it indicates an 
increase of traffic by reductions in charge that have been 
carried beyond the point which good railroad economy 
allows. Especially is this the case on several of the great 
Western systems, like the St. Paul, the Burlington, or the 
Atchison. 

The effect of the increased traffic is to produce a spe- 
cial demand for railroad labor. In the majority of detailed 
railroad reports, we find some allusion to increased wages 
as an important element in expense. When a railroad 
company paid higher wages, and at the same time did its 
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business at lower rates, its profits were cut down at both 
ends. If, on the other hand, it attempted to avoid the 
payment of higher wages, it was liable to a strike at a 
time when it could least afford it. The labor organiza- 
tions were conscious that they had the railroads of the 
country at a disadvantage, and they used their power 
with considerable effect. Even when a road, like the 
Burlington, resisted their demands, and gained a victory, 
the result was so dearly purchased as to make other com- 
panies hesitate about following such an example ; and this 
state of affairs, while it increased expenses, tended on the 
whole to lessen the efficiency of discipline. It can hardly 
be a matter of mere chance that such an unusual number 
of railroad accidents have occurred within two years past. 
With the quick expansion of the railroad system, it has 
been necessary to employ new men. In any unusual 
strain upon the operating department, the evil effects of 
this condition make themselves felt. If a road is in 
financial difficulties, or if its relations with its workmen 
are in any wise questionable, the chance of accident is 
vastly increased. We must not, of course, consider the 
recent frequency of railroad accidents as a result of the 
Interstate Commerce Law, especially since some of the 
worst of them have happened before the law went into 
effect ; but they are the symptoms of a condition of affairs 
under which the application of the law becomes more 
difficult. 

As the new railroad mileage was brought into operation, 
all these evil effects were intensified. It often happened 
that a line which was unable to secure a profitable busi- 
ness attempted to make its neighbor's business unprofita- 
ble, and succeeded only too well. In this respect, the 
effects of the Interstate Commerce Act were decidedly 
bad. If one road already enjoyed a large local business, 
and a competing road was built which had little or none, 
the latter was in by far the stronger fighting position. 
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The Interstate Commerce Law, by compelling the reduc- 
tion of the local rates to the standard of through rates, 
handicapped the sounder road in any contest which might 
arise ; while by the prohibition of pooling it ensured the 
recurrence of such contests. From this evil effect of the 
law, the Interstate Commerce Commission gave no relief. 
Under the language of the act, it was perhaps impossi- 
ble to expect any such help. Yet the manner in which 
they have treated the subject has been a serious disap- 
pointment to many students of the railroad question. 
While admitting the difficulties of the situation, they 
speak as follows of their own authority : " The act has 
doubtless conferred upon the Commission a greater power 
to protect localities against the carriers than it has to pro- 
tect the carriers against themselves or against each other. 
It was probably thought in Congress that, were the lib- 
erty of action left to the carriers, they would not need- 
lessly rush to destruction. The assumption may not 
prove to be well founded ; but nothing seems plainer than 
that, under the law as it stands, the protection of carriers 
against destructive rivalry and rates that lead directly to 
bankruptcy must be found chiefly in prudent manage- 
ment, in the cultivation of reasonable relations among 
themselves, in mutual forbearance and the application of 
a sense of justice to their mutual dealings and in their 
rivalries." * 

This statement of the case is not quite fair. The prac- 
tical difficulty is that the law, by the clause prohibiting 
pools, has rendered it nearly impossible for the railroads 
to cultivate such reasonable relations with one another; 
or, rather, it has made it possible for the most reckless 
manager among several rival companies to dictate the 
policy of them all. The Commission may not have the 
technical authority to protect investors' interests under 
these circumstances ; but, in a large number of their pre- 

*2 Interstate Commerce Report, pp. 266, 267. 
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vious decisions, they have far exceeded the limits of the 
technical authority which the act was intended to confer 
upon them. The Commission has had an unexpected 
power, because it showed itself a responsible protector 
for a variety of interests. If it shrinks from exercising 
that office in behalf of the investor, it will have a most 
damaging effect upon its ultimate authority and influence. 
The Interstate Commerce Law, as the Commission says, 
in its first annual report to Congress, was not intended to 
destroy, but to conserve and protect. If the law is found 
to be really destructive, it must produce a reaction which, 
sooner or later, will seriously impair its efficiency in every 
respect. 

The need of conservative action at the present juncture 
is heightened by the attitude of State legislatures. The 
regulation of railroad rates is not taking precisely the 
same form to-day that it did in the agitation of 1873 and 
1874, but it is hardly less sweeping in its effects. The 
debates in many of the State legislatures, and particularly 
in that of Iowa, show an avowed disregard of the most 
elementary principles of law. The State legislature is 
acting in the interest of those who use the road and 
against that of those who own it. Under such circum- 
stances, the question of protecting railroad investors be- 
comes a matter of the highest practical moment. There 
is most serious cause for regret that the Interstate Com- 
merce Commission should have been forced to choose the 
present time for disclaiming the power to act in this way. 

"While the roads were thus left unprotected from out- 
side, the pooling clause has made it impossible for them 
to protect themselves. The high nominal standard of 
virtue required by the law, coupled with the impossibility 
of enforcing it against rivals or of getting any reward for 
it one's self, has led first to mutual suspicion and then to 
serious evasions. Publicity and stability of rates, desira- 
ble alike for the railroads and the public, have been thus 
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sacrificed. Reductions are often made by irresponsible 
agents, with little or no benefit to legitimate trade and 
damaging loss to the railroads concerned. 

As the result of these influences, the value of railroad 
property has fallen enormously. It is doubtful whether 
the combined effect of the crisis of 1873 and the Granger 
legislation of the same period produced any greater aggre- 
gate effect in depressing prices. Of forty-seven among the 
more important active stocks quoted in New York City,* 
only four show an advance, which is slight in each case : 
the remainder show a decline, and usually a very marked 
one. The par value of these stocks was a little over 
$1,500,000,000. Their actual value on April 4, 1887, 
when the Interstate Commerce Law went into effect, was 
about $1,000,000,000. On December 4, 1888, their value 
was less than $800,000,000, a loss of over 20 per cent, in 
twenty months, and of $210,000,000 in aggregate value.f 



* In making up the list, those active stocks have been omitted (1) which are 
not directly affected by the act (like Manhattan or Canadian Pacific) ; (2) those 
which amount to less than $10,000,000 par value; (3) those which have had 
large payments on stock or new stock issues of magnitude. The list itself is as 
follows : — 



Price Price 

April 4, Dec. 4, 

Security. 1887. 1888. 

Atchison, Top. & S. F.... 105; 

Atlantic & Pacific 1" 

Canada Southern 6: 

Central of N.J 71 

Central Pacific 40§ 34" 

C..B.&Q 140$ 105} 

C, M. & St. Paul 931 6l| 

" " pref. . . 122 101f 

C. & N.W 121 104} 

" " pref 147S 137 

C R.I. &F 126 99* 

C, St. L. & Pitts., pref . . 48} 34 

C, St. P., M. & Omaha . . 51} 311 

" " " 112} 974 

C.,C,C.&I 65} 63 

Col., Hock. Val. & Tol. ..32* 231 

D..L.&W 134§ 135} 

Denver &R.G 3l| 16 

" " pref 644 431 

B.T.,Va. &G 14 8$ 

" " 1st pref... 76 65 

" " 2d pref.... 26* 20 

Lake Erie & West 23} 16 

" " pref.. 68} 47J 



Security. 

Lake Shore & M. S 

Louisville & Nashville 
Michigan Central 
Mo., Kan. & Texas 
Missouri Pacific. 

N.Y.C. &H.E 

N.Y., L.E. & Western 
N.Y. & New England. 
N.Y., Ont. & Western 
N.Y., Susq. & West 13j 

'• " " pref. 31 

Norfolk & Western 

" " pref. 52| 

Northern Pacific 29 

" " pref.... 60} 

Ohio & Mississippi 32} 

Oreg. & Transcon 331 

Richmond & West Pt. . . . 42 
St. Louis, Ark. & Tex. ... 23} 
St L, & San Fran 344 

" " pref... 70S 

St. P.,Min. &Man 118 

Union Pacific 61} 



Price Price 

April 4, Dec. 4, 

1887. 1888. 




23 
8" 
23} 
63 
90} 
62} 



t A similar list of forty-five stocks in the Railroad Gazette of September 27, 
1878, shows a larger percentage fall in the crisis of 1873, but a smaller aggregate 
one ; the maximum value being $567,000,000, and the minimum $380,000,000. 



RAILROAD BUSINESS 179 

It is not probable that other railroad stocks have changed 
in quite the same ratio. The inactive stocks have in many 
instances shown a tendency to rise. But the general 
movement has been a downward one ; and, as the list 
given includes only a little over one-third of the railroads 
of the country, and does not include some companies 
which have been among the most severe sufferers, it is not 
unlikely that the total depreciation of railroad stock dur- 
ing the operation of the Interstate Commerce Act may 
have amounted to something like $500,000,000. 

To those interested in the financial prosperity of the 
country, such a result is obviously most unfortunate. It 
is not until recently that the magnitude of the change has 
been appreciated by the public. It has resulted in a 
movement for the modification of some of the provisions 
of the Interstate Commerce Act, and particularly of the 
clause against pooling. A collection of opinions published 
in a recent number of Bradstreet's * shows how wide- 
spread is the feeling on this point. Many of those whose 
opinions were quoted had opposed the prohibition of 
pools from the outset, and had believed that all the safe- 
guards provided by the Interstate Commerce Act against 
rate-cutting and discrimination would be of little perma- 
nent avail if this clause were retained in the act. But 
there were others who were willing to see the experiment 
tried, and who have now become convinced of its failure. 
This change of sentiment among lawyers and financiers is 
highly significant ; but for the present there is not much 
reason to expect any tangible results from it. A move- 
ment to repeal the clause against pooling will be opposed 
by two distinct bodies of men, either of them alone per- 
haps strong enough to defeat it. In the first place, there 
are those who supported the Interstate Commerce Law 
out of hostility to corporations as such. To these men, 
any reduction in rates is welcome. If it hurts the finan- 
cial prosperity of railroads, they like it all the better, be- 

* December 1, 1888. 
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cause it indicates that they have accomplished their object. 
Only when the loss becomes so great as to check railroad 
building and interfere with the development of shippers' 
facilities can we expect any change of sentiment from this 
quarter. In the second place, there is a class of men who 
admit the existence of the present evils, but deny that 
they are a direct result of the Interstate Commerce Law. 
They claim that it is the railroad managers' own fault that 
things have taken their present course, and insist that it 
is the railroad stockholders and not Congress or the law 
that are to blame for the present crisis. 

This is the position taken by the Interstate Commerce 
Commission in their second annual report. They admit 
the existence of the evils which we describe, and deplore 
them most seriously. They say explicitly that unreason- 
ably low rates are a disadvantage to the community. Any 
benefit from such rates is but temporaiy, and falls, for the 
most part, into the hands of speculators. To legitimate 
business, steadiness of rates is of the highest importance, 
and unreasonably low rates cannot be steadily maintained. 
If they last for any length of time, they are inconsistent 
with efficient service. If they are established on a large 
scale, they enable railroad managers to make money by 
stock-jobbing at the expense of the legitimate investor.* 
But the commissioners hold at the same time that these 
results cannot properly be charged to the operation of the 
Interstate Commerce Act. They believe that the prohi- 
bitions of the act in their direct effects have tended to 
benefit the revenues of the carriers and not to deplete 
them, making all traffic more generally and more evenly 
remunerative. They say that the severe losses of the rail- 
roads during the past year have not been due to the act 
to regulate commerce, but to special causes, like the Chi- 
cago, Burlington & Quincy strike, which for months was 
a seriously disturbing factor in the transportation of the 
whole region affected. They further say that the con- 

* Second Annual Eeport, pp 20-23 
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struction of new lines of road and the sharply competitive 
rate wars are still more directly responsible for the pres- 
ent crisis, and that these cannot with any justice be 
claimed to have resulted from the act or from its admin- 
istration.* 

The first of these points, with regard to the direct effect 
of the act on rates, is at least partially true. The aver- 
age charge per ton per mile in 1886 was 1.042 cents ; in 
1887 it was 1.063 cents. Inasmuch as this change was 
accompanied by an increase in the volume of traffic, it re- 
sulted in an increase of revenue ; but we must not over- 
look the fact that it was accompanied by an increase in 
expense per train-mile at the same time. Though the vol- 
ume of traffic was greater, the average distance carried was 
somewhat shorter. The proportion of local traffic, which 
is more expensive to handle, was, so far as we can judge 
from the incomplete returns at hand, distinctly larger. 
While the traffic may have been more " evenly " remuner- 
ative, it is doubtful whether it was more " generally " so. 
The fact already noted, that operating expenses have in- 
creased faster than gross earnings, creates a strong pre- 
sumption that the benefit was not so great as the Com- 
mission assumes. 

The Chicago, Burlington & Quincy strike was a 
serious element of loss, but it does not deserve the im- 
portance which the Commission assigns to it. The fall in 
value of the Burlington securities was great ; but it was 
not very much greater than that of some other companies 
similarly situated, and it forms but an inconsiderable 
fraction of the whole loss of the railroads of the country. 
There is apt to be a serious fallacy in treating a strike of 
this kind as an independent cause of depression. It is 
much more commonly a result of such depression rather 
than a cause. The serious railroad strikes have occurred 
after trouble has begun rather than before it. They are 
due to an inability of the companies to meet the demands 

* Second Annual Report, pp. 17, 18. 
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of their workmen without serious loss, and for this in- 
ability the cause must be sought in the operation of more 
general conditions. 

These conditions may fairly enough be described as 
the Commission describes them, — parallel railroad con- 
struction and wars of rates. But, when the Commission 
goes on to say that they cannot with any justice be claimed 
to have resulted from the act or from its administration, 
they make an unwarranted assertion.* It was under- 
stood and expected in advance by the great majority of 
those who studied the act, whether advocates or oppo- 
nents, that the prohibition of pools would have some such 
result as this. It is a universal experience, not of America 
alone, but of all countries with complicated railroad sys- 
tems, that only by pooling contracts can stable arrange- 
ments between competing systems be maintained. If it 
had been possible for the railroads to maintain traffic 
agreements without pools, Mr. Reagan and his supporters 
would not have been so strenuous in supporting this 
section. They wanted rates reduced, and they got what 
they wanted. Railroad men said all along that such a 
result would be inevitable. The facts have proved that 
they were right. All the arguments of the Commission 
as to what railroad managers might do and ought to do 
are mere expressions of opinion, unsupported by a single 
historical instance where they have been carried out in 

* The following paragraphs were written prior to the recent utterances of 
Judge Cooley and Mr. Adams on the subject of railroad morals. While rec- 
ognizing the force of many things which they say, the writer sees no reason 
to modify his statements. Railroad morals to-day are bad, but why? Not 
because railroad agents are generally dishonest, but because the law prohibits 
the most practicable check upon the dishonest ones. That they are unprece- 
dentedly bad, as Mr. Adams claims, we do not believe ; for there were worse 
abuses before pooling began than any which he has to-day cited. Still less 
can we admit Judge Cooley's reported statement that the result is surprising. 
Prohibit pools, and it is natural to expect a recurrence of the evils which pools 
kept in check. The only surprising thing is that they were so long in making 
themselves felt. The present state of affairs was predicted without reserve 
in the Railroad Gazette of Jan. 14, 1887. 
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practice. The Commission complains because subordi- 
nates on one railroad system are allowed to meet a cut 
rate on another system. A road which did not allow such 
discretion would lose a large part of its competitive traffic. 
The Commission complains, with somewhat more justice, 
that one road will reduce rates on the mere suspicion of 
unfair practices on the part of another. But, if traffic is 
actually diverted, it becomes almost a business necessity 
to protect one's own interest even without positive proof 
of the existence of rebates on the other line. For this 
proof can only be obtained after long waiting, while im- 
mediate action is demanded in self-defence. All through 
this part of the report, the Commission fails to grasp the 
fact that it involves more serious loss to let competitive 
business go than to carry it at unreasonably low rates; 
and that the actual diversion of business must often be 
accepted by a railroad company as an indication that the 
agents of the other line are granting special reductions, 
even without convincing proof of the fact. 

Somewhat the same reasoning holds with regard to the 
construction of parallel lines. If railroads are liable to 
sharp competitive warfare at any moment, it is a necessity 
for each railroad to control its own feeders. Even if such 
lines are more effective in injuring its rivals than for any 
other purpose, there is a strong temptation to build them. 
Just so far as the prohibition of pools increases the liability 
to a state of war, it also increases the inducement to build 
parallel railroads where they are not needed by the busi- 
ness of the country. 

But it may be said that the prohibition of pools ought 
not to involve the necessity of warfare. It would not, if 
all the railroad managers and their subordinate agents 
were on a higher moral plane than nine-tenths of the rest 
of the community. A large part of the reasoning of the 
Commission assumes that it might fairly be expected that 
they should be. This assumption, however complimentary 
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to the standard of our railroad service, is considerably in 
advance of the facts. As long as it is only true of some 
railroad officials and not of all, railroad wars will be 
almost inevitable under the existing law. The prohibi- 
tion of pools enables the most reckless among several 
companies to set the standard for the whole competitive 
business, and the short-haul clause simply makes this 
result more destructive financially by forcing the same 
standard upon the non-competitive business also. To 
preach peace to the good railroad officials when the bad 
railroad officials will get the whole competitive traffic on 
such terms is like insisting on the disarmament of one or 
two countries in Europe, while others maintain their ex- 
isting preparations for war. We may go one step farther 
in the analogy, and say that to preach peace measures to 
the railroads and to prohibit pools by law, is like urging 
disarmament in Europe and at the same time removing 
all the sanction for existing treaties and all the police 
regulations by which it has become possible to enforce 
them. Such a project would not mean peace. It would 
mean war on such terms as to secure the survival of 
the unfittest. 

But, however much we may disagree with the ground 
taken by the Interstate Commerce Commission, we 
cannot overlook the fact that their views represent the 
opinion of a large part even of the more enlightened 
section of the community, and that it is hopeless to 
expect any essential modification of the act until the 
Commission has come to recognize the necessity. Ac- 
cepting the fact that the prohibition of pools is likely to 
continue, it is worth while to inquire what will be the 
probable results in the immediate future. 

1. It is possible that there may be an organized effort 
to evade the prohibition. The recent attempt to establish 
a clearing house in the South-west may be regarded as a 
symptom of this tendency. It is a symptom rather than 
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an actual instance ; for it was not successfully carried out, 
and, if it had been, it would not have been equivalent to 
a pool. A clearing house simply furnishes a new and 
better means of detecting violations of a rate agreement, 
while a pool is a means of removing suspicion by render- 
ing such violations of the rate agreement unprofitable to 
the road which practises them. No matter how good the 
detective system of the clearing house, it will not be able 
wholly to reach the results obtained by a pool. It will 
make the granting of rebates more difficult and more 
secret, and thus far less profitable ; but it will not remove 
the suspicion of bad faith when traffic is diverted from one 
road to another. As long as the combinations of shippers 
have the power to divert traffic on a large scale, it will be 
possible for them to arouse this suspicion. To allow com- 
binations of shippers to deal with isolated roads individ- 
ually and then expect the roads themselves to maintain 
rates is likely to prove a mistake, however well their 
clearing house may be organized. 

There is a chance that pools may be formed even under 
the present law without technical violation of its provi- 
sions. An agreement among several roads that a clearing 
house shall make insufficient allowance for expenses on the 
freight of any road which receives an increased percentage 
of traffic without showing special cause therefor, has most 
of the effects of a pool. Without actually dividing or 
diverting traffic, it makes it an object for the road which 
obtains an increased percentage to stiffen its rates, and thus 
indirectly to induce shippers to seek other routes. This 
was in substance the policy pursued by the Southern asso- 
ciation at one period of its history. Whether it were held 
to be illegal would largely depend upon the discretion of 
the courts. They would not enforce such an agreement ; 
but they might not hold that it was subject to the special 
prohibitions and penalties of the Interstate Commerce Act. 

Should this attempt be unsuccessful, actual consolidation 
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is always possible. It is not unlikely that the Interstate 
Commerce Act, if it should continue in operation in its 
present form for a long time, would cause direct consoli- 
dation of competing interests where otherwise a pool 
would be sufficient. Whether this result is to be regarded 
as desirable depends partly on the personnel of the result- 
ing management and partly on the point of view of the 
critic. 

2. But there is another possible outcome of the whole 
matter, which is worth considering. If the railroads should 
fail to make effective combinations within any reasonable 
time, and if the present fall in prices should continue, a 
reduction of new railroad construction must inevitably 
follow. This was the case in 1874 and 1875. It was this 
which produced the effective reaction against the Granger 
legislation. The men who cared least for investors' rights 
were those who cared most for shippers' facilities. As 
soon as forced reductions in rates, whether directly estab- 
lished by law or indirectly produced by competition, reach 
a point where they check the development of the commu- 
nity, a reaction is sure to follow. If this should come, it 
might readily carry with it, not merely the repeal of the 
section against pooling, but of other more vital parts of 
the Interstate Commerce Act. This contingency is promi- 
nently in the mind of so careful a student of the railroad 
problem as Mr. Sterne, when he says that he now advo- 
cates the repeal of the pooling clause lest, in the attempt 
to maintain it, the whole fabric of the Interstate Commerce 
Law be injured. 

It is too early to predict which of these directions events 
are likely to take. Much will depend upon conditions 
which are at present unknown. Should the harvests of 
1889 prove abundant and general business at the same 
time be prosperous, the fall in railroad values might be so 
far arrested as to give the railroads time for organization 
before matters reach a crisis. In that case, we may hope 
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for a gradual development of railroad service in such a 
manner as to adapt itself to the existing law. But if the 
harvests should prove deficient or manufactures unpros- 
perous, or if there should be anything like a crisis in the 
money market, a further depression in railroad business is 
inevitable ; and any added depreciation, coming at the 
present juncture, would almost certainly produce a reac- 
tion against national control not unlike that which swept 
away or reduced to abeyance the state laws in the Upper 
Mississippi Valley thirteen years ago. 

Arthur T. Hadley. 



